relationship between (i) money growth and either measure of housing price inflation and (ii) housing inflation and CPI inflation until around 2000. In particular, the steady increase in the housing price inflation rate since the early 2000s is closely associated with the steady increase in the money supply during the same period. Overall, housing price inflation appears to lead CPI inflation.
The chart does not provide any causal relationships among the series. M2 is mostly endogenous, determined more or less simultaneously with credit via financial intermediation. However, credit and M2 may be driven simultaneously as part of a broader financial intermediation process; a common underlying factor may be the interest rate. A lower interest rate may stimulate borrowing and housing demand, which in turn may induce higher demand for durable goods. Because durable goods are purchased with money, the demand for money may also increase. As a result, aggregate demand and the money supply may increase, which raises the aggregate price level. Therefore, policymakers may want to closely watch housing price inflation, not only because it leads CPI inflation, but also because an overheated housing market may encourage more risk-taking behaviors by banks and cause the aggregate money supply to increase, resulting in excess aggregate demand and higher inflation risk.
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